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FOREWORD 


In  compliance  with  many  requests,  we  have 
prepared  a  second  edition  of  War  Loans  and  War 
Finance.  The  first  edition,  which  appeared  in  May, 
1916,  and  carried  the  figures  of  Europe's  war  ex- 
penditures down  to  that  time,  has  been  revised  and 
considerably  augmented.  The  present  volume  will 
be  found  to  contain  all  the  features  of  the  first  edition, 
with  chapters  amplified  and  figures  of  war  cost  and 
debt  brought  to  date. 

Because  there  was  not  available  in  convenient  form 
a  summary  of  government  loans  made  since  the  war 
began,  and  believing  that  it  would  be  opportune  to 
prepare  such  a  summary,  with  related  facts  bearing 
on  demand  for  capital  for  purely  war  purposes,  the 
task  of  this  volume  was  undertaken. 

It  was  a  difficult  matter  to  gather  some  of  the 
information  which  follows,  and  present  it  in  state- 
ments that  would  agree  with  others  that  from  time 
to  time  have  been  made  in  responsible  quarters. 

Assurance  is  given  that  in  cases  where  there  are 
no  official  returns  the  figures  were  studied  carefully, 
and  their  origin  examined  so  as  to  base  them  on  the 
best  available  authority.  The  reader  will  find  in  the 
following  pages  material  that  has  been  brought 
together  for  purpose  of  information.  Partisanship 
did  not  prompt  nor  did  it  enter  into  the  preparation 
of  this  volume;  the  need  for  an  unbiased  summary 
of  the  finances  of  the  present  struggle  in  Europe  was 
the  sole  incentive  in  carrying  out  the  work.  It  is 
hoped  that  what  we  have  done  will  prove  to  be  of 
real  and  lasting  value. 

The  Mechanics  &  Metals  National  Bank. 

November,  1916. 
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THE  ECONOMICS  of  WAR 

DOMINATING  other  considerations  of  world  finance  is 
that  of  the  economic  consequence  of  the  European  War. 
The  war  loans,  which  have  made  unparalleled  demands 
upon  the  supply  of  available  capital,  and  the  destruction 
brought  about,  which  will  result  eventually  in  further  demands 
upon  that  same  supply,  for  rebuilding,  have  aroused  among 
American  bankers,  investors  and  business  men  a  spirit  of 
thoughtful  interest  in  the  ultimate  financial  effect  of  the  war, 
upon  the  United  States  as  well  as  the  world  at  large. 

Taken  as  a  whole,  the  war  is  costing  more  than  twice  as 
much  as  when  it  started.  The  daily  cost  was  then  figured 
between  $40,000,000  and  $45,000,000.  Now  it  is  placed  above 
$100,000,000,  the  difference  being  accounted  for  by  the  greater 
area  covered,  the  increased  use  of  men  and  material,  the 
necessity  of  replacing  exhausted  equipment,  and  the  rise  that 
has  taken  place  in  wages  and  commodities.  That  part  of  the 
world  which  is  left  outside  of  the  conflict,  unable  to  compre- 
hend what  the  daily  multiplication  of  such  a  sum  as 
$100,000,000  means,  is  endeavoring  to  peer  into  the  future  and 
gain  at  least  a  suggestion  of  what  the  economic  reckoning  will 
be,  irrespective  of  the  outcome  as  regards  possible  victory  of 
one  combatant  group  or  defeat  of  the  other. 

Altogether,  in  lives,  material,  money  and  credit,  the  cost  of 
Europe's  war  has  gone  far  beyond  anything  that  was  expected. 
Speaking  of  the  burden  upon  his  nation  alone,  Premier  Asquith 
recently  told  the  British  Parliament  that  the  cost  involved  a 
sum  "not  only  beyond  precedent  but  actually  beyond  the  imag- 
ination of  any  financier  of  this  or  any  other  country."  That 
same  statement  might  be  applied  literally  to  the  war  costs  of 
France,  Germany,  Russia  and  Austria-Hungary. 

Early  in  1914  it  would  have  been  said  that  the  cost  of  such 
a  war  would  exhaust  Europe's  financial  resources  before  six 
months  had  passed,  and  bring  general  bankruptcy.  Experience 
has  been  very  different.  The  war  is  well  advanced  into  its 
third  year,  and  Europe's  financial  resources  are  not  exhausted. 
War  loans  of  unexampled  magnitude  are  taken  by  the  people. 
National  bankruptcy  appears  to  be  far  enough  remote  to 
permit  all  the  large  governments  to  go  on  borrowing  freely, 
and  to  contemplate  still  further  credit  operations  and  industrial 
sacrifices  in  the  immediate  future. 
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At  the  present  time  all  the  forces  at  the  command  of  con- 
tending powers  are  directed  to  a  single  purpose,  and  with  every 
device  in  use  that  can  be  obtained,  the  military  machinery  on 
both  sides  is  making  constantly  increasing  demands  for  the 
mobilization  of  the  economic  strength  and  resources  of  the 
people.  Although  hostilities  began  not  yet  thirty  months  ago, 
the  situation  in  respect  of  government  debt  is  entirely  unex- 
ampled. The  nearest  parallel,  the  era  of  the  Napoleonic  wars, 
long  since  ceased  to  be  considered  a  precedent  on  which  to 
base  comparisons. 

To  what  further  heights  the  figures  of  war  financing  may 
ascend  is  left  for  the  imagination.  The  increases  will  be  deter- 
mined by  the  length  of  time  over  which  hostilities  are  pro- 
longed. The  financing  of  battles  must  keep  up  with  their 
cost.  Basically,  therefore,  the  present  war  resolves  itself  more 
and  more  into  an  economic  contest.  Costs  continue  at  maxi- 
mum, embattled  nations  go  on  borrowing  to  pay  those  costs, 
and  the  figures  of  European  debt  rise  steadily  beyond  those 
which  formerly  were  familiar.  For  every  month  over  which 
hostilities  progress,  the  money  cost  is  more  than  three  thou- 
sand million  dollars.  This  means  that  there  is  being  expended 
every  month  an  amount  of  money  greater  than  what  was 
expended  during  the  entire  Russo-Japanese  War,  which  lasted 
eighteen  months.  It  means  that  the  Boer  war  of  fifteen 
years  ago  is  being  concentrated  into  every  twelve  days  of  this 
war.  It  means  that  the  Franco-Prussian  War  is  being  fought 
over  and  over  again,  its  entire  cost  being  compressed  each 
time  into  a  little  more  than  a  space  of  four  weeks.  It  means 
that  our  terrible  Civil  War — hitherto  the  greatest  conflict  in 
world  history — is  being  duplicated  with  such  intensity  that  a 
counterpart  of  every  full  year  of  the  struggle  between  the 
North  and  South  is  reproduced  each  month. 

No  other  war  in  history,  or  combination  of  wars,  can  ofiFer  a 
parallel  to  the  strain  that  now  is  imposed.  The  combined 
direct  cost  of  the  world's  five  greatest  military  struggles  of 
the  past  125  years  was  $21,000,000,000.  One  of  these  raged 
through  a  period  of  twenty-one  years.  Another  lasted  four 
years.  The  aggregate  cost  of  all  of  them  was  not  equal  to  the 
cost  of  one  year  of  the  present  conflict.  The  twenty  greatest 
wars  in  the  century  and  a  quarter  preceding  1914  cost,  directly, 
in  the  aggregate,  $25,000,000,000.  That  sum,  applied  now, 
measures  the  cost  of  nine  months*  fighting  in  Europe  at  the 
present  rate  of  expenditure. 

Following  is  a  table  which  shows  the  approximate  cost  of 
the  world's  most  notable  struggles  of  modern  history,  the 
amount  given  for  the  present  war  assuming  that  it  has  come 
to  an  end  by  August  1,  1917: 
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Approximate  cost 


Napoleonic  Wars,  1793-1815.... 
American  Civil  War,  1861-1864.. 
Franco-Prussian  War,  1870-1871 
South  African  War,  1900-1902.. 
Russo-Japanese  War,  1904-1905 
European  War,  1914-1917  


$6,250,000,000 
8,000,000,000 
3,000,000,000 
1,250,000,000 
2,500,000,000 

75,000,000,000 


The  military  cost  indicated  for  the  present  war  is  three 
times  as  great  as  that  of  all  the  other  wars  combined.  If 
$75,000,000,000  is  a  correct  measure  of  the  money  expended,  it 
will  represent  a  sum  twice  as  large  as  the  total  indebtedness 
of  every  nation  in  the  world,  as  that  debt  stood  in  1914.  It 
will  represent  an  amount  seven  times  greater  than  the  com- 
bined deposits  of  all  the  7,600  national  banks  in  the  United 
States,  and  also  seven  times  greater  than  the  whole  world's 
supply  of  minted  gold.  It  will  represent  an  amount  sufficient 
to  have  built  and  equipped  railroads  equal  to  five  times  the 
number  now  operating  in  the  United  States.  It  will  represent 
an  amount  that  would  have  paid  for  200  such  projects  as  the 
Panama  Canal ;  that  would  have  extended  railway  and  steam- 
ship lines  into  every  corner  of  the  earth ;  that  would  have  pro- 
vided schools  and  teachers  for  every  child  living  today;  that 
would  have  eliminated  savagery;  that  would  have  endowed 
science  to  the  devotion  of  its  efforts  to  improve  the  living 
conditions  of  all  mankind. 

And  yet  the  military  cost  is  not  all.  There  is  to  be  consid- 
ered the  outright  destruction,  speaking  in  terms  of  tangible 
wealth,  of  cities,  railways,  ships,  factories,  warehouses,  bridges, 
roads  and  agricultural  values — destruction  that  for  given 
months  would  require  figures  of  further  thousands  of  millions, 
were  such  destruction  readily  calculable.  There  is  the  loss  of 
that  percentage  of  Europe's  manhood  maimed  and  destroyed. 
There  is  the  loss  of  production  in  occupied  territories,  the 
decrease  in  stocks  of  food,  metal  and  other  materials,  the 
derangement  of  the  machinery  of  distribution. 

There  is  the  outright  loss  of  property  which  25  million 
soldiers  and  many  other  millions  of  people  would  have  created 
had  they  not  been  enlisted  to  fight  or  otherwise  to  contribute 
their  skill  and  energy  to  the  pursuit  of  war.  There  is  the  loss 
represented  by  the  devoting  of  people's  savings  to  the  buying 
of  guns,  shells  and  the  vast  paraphernalia  of  war's  equipment; 
savings  that  otherwise  would  have  found  a  way  to  the  con- 
struction of  permanent  things.  There  is  the  very  real  economic 
loss  on  account  of  the  aggregation  of  suffering  and  misery  of 
whole  bodies  of  people,  like  those  of  Belgium,  Poland  and 
Servia,  made  at  times  to  wander  homeless  through  devastated 
lands.   There  is  the  eventual  cost  of  pensions. 
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The  effect  of  all  this  is  a  matter  of  direct  concern  to  the 
American  people.  Europe's  conflict  means  vastly  more  to  the 
United  States  than  an  event  making  possible  a  transitory  pros- 
perity through  the  fulfilling  of  munition  orders.  Financially 
and  commercially,  the  United  States  is  linked  with  Europe, 
which  always  has  been  and  by  all  signs  always  will  be  related 
with  us  in  all  matters,  and  the  chief  market  in  our  oversea 
trade.  The  war  will  not  banish  Europe  from  America's  future. 
Therefore  the  fact  that  Europe,  to  finance  huge  military  re- 
quirements, is  drawing  on  its  capital  and  credit  at  a  rate  of  tens 
of  millions  of  dollars  a  day,  cannot  fail  to  be  a  matter  of  import- 
ance to  every  American  citizen. 

Not  only  because  of  its  effect  upon  the  purchasing  power  of 
Europe  when  peace  returns  is  the  war  a  matter  of  interest,  but 
also  because  of  its  share  in  determining  the  price  that  the 
world's  available  supply  of  capital  will  command,  eventually, 
and  because  of  its  share  in  determining  the  relative  position  of 
the  world's  financial  markets.  The  war,  then,  is  of  importance 
to  the  United  States,  economically,  for  these  reasons : 

(1)  The  degree  of  strain  that  it  imposes  upon  the  resources 
of  each  of  the  combatants. 

(2)  The  possible  permanent  effect  upon  the  world's  price  of 
capital. 

(3)  The  opportunity  offered  for  favorable  investment  of 
American  capital  in  foreign  securities. 

(4)  The  opportunity  offered  for  widening  America's  influ- 
ence, financially  and  commercially. 

Up  to  this  time  the  war  has  served  to  bring  a  notable  shift- 
ing of  financial  strength  from  the  Old  World  to  America.  By 
reason  of  all  that  has  come  about,  the  United  States,  among 
the  industrial  nations,  is  the  most  favorably  situated,  with  the 
greatest  accumulation  not  only  of  goods  which  the  world  de- 
sires, but  of  gold.  Gold  sent  hither  from  abroad  in  little  more 
than  two  years,  to  make  payment  for  materials  supplied  to 
Great  Britain,  France,  Russia- and  other  nations  of  the  Allied 
group,  has  lifted  our  total  store  to  such  a  degree  that  30  per 
cent,  of  the  whole  world's  monetary  stock  of  the  metal  is  held 
within  the  borders  of  the  United  States,  instead  of  22  per  cent., 
as  was  reckoned  in  1914. 

And  when  it  is  considered  that  beside  the  great  quantity  of 
metal  sent  to  us  for  European  account,  there  have  been  re- 
turned American  securities  valued  at  upward  of  two  thousand 
million  dollars,  and  that,  moreover,  credit  has  been  extended 
on  foreign  government  loans  to  an  additional  amount  of  not 
much  less  than  two  thousand  millions,  it  is  made  fairly  plain 
in  what  manner  the  war  has  brought  a  shifting  of  financial 


10 


strength  westward  from  Europe  to  the  United  States.  Ail  that 
has  come  about  in  the  economic  world,  since  August,  1914,  is 
so  different  than  expected  that  at  times  it  seems  almost  incred- 
ible. History  is  being  written  with  a  rapid  pen ;  within  a  per- 
iod of  two  years  New  York  has  assumed  a  place  among  the 
international  money  markets  that  was  undreamed  of  before. 
Within  the  same  period  the  money  markets  of  Europe  have 
financed  an  undertaking  that  is  of  such  vast  magnitude  that 
the  average  mind  cannot  form  a  conception  of  it.  We  are  liv- 
ing in  an  era  of  big  things — things  so  big  that  their  ultimate 
influence  can  only  be  supposed. 

So  it  is  an  absorbing  study,  that  which  seeks  to  determine 
the  degree  to  which  Europe's  war  will  be  a  governing  influ- 
ence of  the  civilized  world  after  the  conclusion  of  peace.  Pre- 
diction is  futile,  and  he  is  a  rash  man  who  would  say  in  what 
manner  and  to  what  degree  the  price  of  capital,  and  through 
that  the  whole  structure  of  investment  values,  will  be  affected. 
Of  all  the  financial  predictions  made  when  the  war  broke  out, 
it  will  be  recalled  how  one  superseded  all  others ;  it  was  that, 
whatever  else  might  happen,  the  rates  of  capital,  being  gov- 
erned by  the  law  of  supply  and  demand,  would  advance  as  the 
supply  diminished  and  as  demand  resulting  from  the  war 
increased. 

Thus,  an  immense  readjustment  of  investment  securities  the 
world  over  was  inevitable.  How  far  astray  such  a  prediction 
was,  may  be  judged  by  a  single  comparison.  The  average  price 
of  a  group  of  representative  American  railroad  bonds  in  July, 
1914  (the  month  before  the  war)  was  80.  In  October,  1916, 
twenty-seven  months  afterward,  it  was  at  a  considerable 
premium  over  80. 

In  the  same  manner  that  the  confident  predictions  of  1914 
were  not  fulfilled,  those  ventured  today  might  prove  vain, 
although  based  on  quite  as  plausible  an  assumption.  In  1914 
it  was  said  that  prodigious  issues  of  war  loans  would  draw  to 
Europe  the  investment  capital  of  the  world ;  that  money  rates 
would  tighten  the  world  over,  changing  the  whole  basis  of  con- 
ducting business ;  that  foreign  trade  would  shrink  and  thus 
strike  a  heavy  blow  at  the  commercial  and  financial  prestige  of 
the  United  States ;  that  gold  would  be  drained  away  from  this 
country  and  our  currency  system  dislocated.  Then  it  was  said, 
also,  that  because  there  was  a  limit  to  the  whole  world's  ac- 
cumulated and  accruing  capital,  the  stupendous  increase  in 
the  supply  of  Government  securities  would  first  absorb  all  the 
investment  money  which  ordinarily  flows  into  the  general  bond 
market,  and  afterward,  trenching  on  saved  capital,  would  com- 
pel realizing  sales  of  older  securities  at  sacrifice  prices,  until  the 
scale  of  investment  values  had  been  readjusted  everywhere. 
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Accumulated  and  accruing  capital  have  been  devoted  to  the 
war  through  loans  of  great  magnitude,  yet  the  present  condi- 
tion of  the  investment  markets  is  a  most  striking  sequel  to  the 
apprehensions  of  1914,  and  is  also  a  warning  against  any  too- 
confident  predictions  at  the  present  time  of  what  the  future 
will  bring  forth. 

*       *       ♦  * 

These  are  the  nations  directly  engaged  in  the  war,  and  their 


population : 

Population 

Great  Britain    47,000,000 

France   40,000,000 

Russia    175,000,000 

Italy    36,000,000 

Roumania    7,750,000 

Belgium    7,500,000 

Portugal    6,250,000 

Servia    4,500,000 


Entente  Allies    324,000,000 

Germany    68,000,000 

Austria-Hungary    53,000,000 

Turkey   21,500,000 

Bulgaria   5,000,000 


Central  Alliance    147,500,000 


All  belligerents   471,500,000 


The  proportion  of  population  is  more  than  two  to  one  in 
favor  of  the  Entente  nations,  owing  to  the  great  number  of 
people  in  Russia.  These  comprise  more  than  one-half  the 
number  represented  by  the  nations  of  the  Entente  Allies. 
Population  of  the  single  empire  is  30,000,000  more  than  the 
combined  population  of  the  four  nations  which  comprise  the 
central  alliance.  It  is  two-and-one-half  times  the  population  of 
the  German  Empire,  three-and-one-half  times  the  population  of 
Austria-Hungary,  eight  times  the  population  of  Turkey. 


12 


COST  OF  THE  WAR 


Hostilities  will  have  gone  on  three  years  should  the  war 
continue  until  August  1  next.  Attempts  to  gauge  its  burden 
to  all  the  powers  involved  have  resulted  in  a  calculation  that 
if  ended  with  the  completion  of  its  third  year,  the  direct  cost  of 
the  war  will  have  been  seventy-five  thousand  million  dollars. 
The  direct  and  indirect  cost,  combined,  will  have  been  from 
100  to  125  thousand  million  dollars. 

Total  military  expenditures  in  the  first  year  (August  1,  1914  • 
to  August  1,  1915),  were  approximately  $17,500,000,000.  In 
the  second  year  they  were  $28,000,000,000.  In  the  third  year — 
provided  hostilities  continue  sufficiently  long  to  make  necessary 
direct  expenditures  up  to  August  1,  1917 — it  is  fair  to  assume 
that  they  exceed  $30,000,000,000.  For  sake  of  conservatism,  a 
daily  average  of  cost  has  been  taken  for  the  third  year  that  is 
much  below  the  present  daily  cost,  which  is  placed  at 
$105,000,000. 

Great  Britain's  military  expenditure  is  now  above  $25,000,000 
daily.  Premier  Asquith,  in  October,  1916,  said  that  the  daily 
average  expenditure  for  army,  navy  and  munitions  was  $16,- 
750,000 ;  for  loans  to  allies  and  dominions,  $7,000,000 ;  for  food 
supplies,  railways,  etc.,  $1,450,000.  Great  Britain  began  the 
war  on  a  cost  basis  of  $5,000,000  a  day ;  the  average  in  the  mid- 
dle of  1915  was  $15,000,000. 

France  is  spending  $18,000,000  a  day,  according  to  the  latest 
statement  of  Alexandre  Ribot,  Finance  Minister  of  the  Re- 
public. Last  year  France  spent  $8,000,000  daily.  Russia, 
which  a  year  ago  spent  an  amount  equal  to  that  of  France,  is 
now  spending  $16,000,000  daily,  according  to  Pierre  Bark, 
Finance  Minister  of  that  country.  Italy's  cost  is  $7,000,000 
a  day,  according  to  Treasury  Minister  Carcano.  At  the 
beginning  Italy's  cost  was  $3,000,000  a  day. 

Germany's  present  daily  expense  is  placed  unofficially  at 
$21,000,000.  That  of  Austria-Hungary,  Turkey  and  Bulgaria 
combined  is  estimated  at  $14,000,000. 

It  would  seem,  in  spite  of  the  present  relative  position  of 
the  nations  as  regards  military  activity,  that  the  direct  cost 
of  the  chief  nation  of  the  Central  Alliance  has  been  not  so 
very  far  short  of  that  of  Great  Britain,  whose  aggregate  cost 
up  to  the  present  time  has  surpassed  that  of  any  single  bellig- 
erent.  Great  Britain's  cost  has  increased  gradually.  Germany's 

13 


was  large  from  the  first,  because  of  extensive  campaigns  on  two 
fronts  from  the  outbreak  of  the  war,  and  because  of  the 
superior  number  of  individual  enemy  nations. 

A  summary  of  the  approximate  direct  daily  war  costs  of  the 
countries  on  both  sides  is  as  follows : 


Great  Britain   $25,000,000 

France   -   18,000,000 

Russia   16,000,000 

Italy   7,000,000 

Roumania    2,000,000 

Belgium  and  Servia   2,000,000 


Entente  Allies  ,  $70,000,000 

Germany    $21,000,000 

Austria-Hungary    11,000,000 

Turkey  and  Bulgaria   3,000,000 


Central  Allies   $35,000,000 


All  belligerents   $105,000,000 


Great  Britain  has  loaned  funds  on  an  extensive  scale  for 
the  purchase  of  military  supplies  to  Russia,  France,  Italy, 
Belgium  and  certain  neutral  countries.  France  has  made 
advances  to  Russia,  Belgium,  Servia  and  neutrals.  Germany 
lias  extended  credit  to  Austria-Hungary,  Turkey  and  Bulgaria. 

Advances,  or  loans,  by  the  strong  powers  to  the  weaker 
belligerents  and  to  neutrals,  have  been  well  up  to  $3,500,000,000. 
Figures  from  English  sources  indicate  that  Russia  in  this 
manner  has  received  $1,125,000,000,  Italy  $675,000,000,  Belgium 
and  Servia  $875,000,000.  Turkey  and  Bulgaria  have  recevied 
perhaps  $700,000,000. 

Great  Britain's  special  loans  to  her  allies  and  to  neutrals 
were  approximately  $2,375,000,000  up  to  August  1,  1916, 
according  to  figures  prepared  in  England.  They  will  have 
-crossed  $3,000,000,000  before  1917.  The  burden  falling  upon  the 
British  nation  in  this  respect  is  twice  as  heavy  as  that  of  any 
other  belligerent,  Germany  ranking  next. 

Germany  has  advanced  an  estimated  sum  of  $1,000,000,000 
to  her  allies.  Advances  made  by  France  to  outside  countries 
have  been,  roughly,  $750,000,000  in  excess  of  advances  received. 

There  is  no  present  sign  of  an  ending  of  the  war,  such  as 
would  permit  a  definite  and  satisfactory  calculation  of  cost. 
However,  an  attempt  to  gauge  the  direct  cost  on  an  assump- 
tion that  hostilities  will  cease  next  spring,  and  that  direct  costs 
will  continue  to  the  third  anniversary,  August  1,  1917,  doubt- 
less will  be  received  by  the  reader  as  worth  making,  under 
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the  circumstances.  Such  an  attempt  yields  a  series  of  huge 
figures,  all  of  which  contribute  to  make  up  a  total  of  more 
than  75  thousand  million  dollars.  These  figures  assume  that 
after  hostilities  have  ceased  full  expenditure  will  continue  for 
a  further  period,  for  the  purpose  of  keeping  armies  in  the 
field  pending  the  negotiation  and  ratification  of  a  definite  Peace 
Treaty,  and  for  clearing  up  after  the  hostilities. 

It  is  believed  the  appended  figures  are  not  exaggerated; 
indeed,  they  make  allowance  for  a  possible  modification  from 
present  costs,  before  the  year  is  over.  Estimates  attempt  to 
measure  the  total  war  costs — direct  military  expenditures  and 
advances — of  the  three  principal  belligerent  powers,  for  a  three- 
year  period  from  August  i,  1914,  to  August  i,  1917.  The  figures 
are  based  on  war  credits  already  voted  and  the  expected  costs  in 
the  period  intervening  before  August  i  next : 

Gross  war  Three  years  ending 

cost  to  August  1,  1917 

Great  Britain    $20,000,000,000 

Germany    18,000,000,000 

France    15,000,000,000 

The  following  table  represents  an  approximation  of  the 
direct  cost  of  the  war  to  the  nations  involved — without  regard 
to  the  advances  made  or  advances  received — for  three  years 
ending  August  1,  1917: 

Three  years  ending  Per 
Direct  war  cost  to  August  1,  1917  capita 

Great  Britain    $16,500,000,000  $351.00 

France   14,000,000,000  350.00 

Russia    11,750,000,000  67.10 

Italy    3,900,000,000  108.00 

Roumania    450,000,000  59.30 

Belgium  and  Servia   1,600,000,000  133.40 

Entente  Allies    $48,200,000,000  $151.50 

Germany    $16,500,000,000  $242.60 

Austria-Hungary    9,250,000,000  174.50 

Turkey  and  Bulgaria   2,000,000,000  75.50 

Central  Alliance   $27,750,000,000  $188.10 

All  belligerents    $75,950,000,000  $163.30 

Pro-rated  over  the  entire  population,  the  direct  cost  will 
have  meant  more  to  England  than  any  other  belligerent. 
France  is  only  a  little  behind  on  the  list,  Germany  is"  third, 
and  Russia,  next  after  Roumania,  is  last.    Reduced  to  a  per 
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diem  basis,  the  war  will  have  cost  Great  Britain  a  shade 
more  than  32  cents  daily  for  each  inhabitant,  should  it  carry- 
through  three  years.  It  will  have  cost  France  32  cents  t  )r 
each  inhabitant,  Germany  22  cents,  Austria-Hungary  16  cents, 
and  Russia  6  cents. 

It  is  highly  interesting  to  set  the  estimates  of  per  diem  war 
costs  against  estimates  of  per  diem  income  of  the  people  who 
are  paying  those  costs.  Thus  the  following  table  has  been 
prepared,  comparing  war-cost  figures  with  figures  of  the 
average  per  diem  income  of  the  people  of  the  principal  Euro- 
pean powers,  as  that  income  was  calculated  in  time  of  peace : 


Having  the  smallest  average  daily  burden  of  war  expense, 
the  workman  of  Russia  has  also  much  the  smallest  earning 
power  with  which  to  balance  that  expense.  So  that  the  advan- 
tage is  apparent  only,  and  not  real.  The  daily  war  cost  equals 
one-half  the  average  individual's  calculated  income  in  Russia, 
just  as  it  does  in  Great  Britain,  Germany  and  Austria-Hungary. 
In  France  the  burden  is  heavier  on  the  individual  than  in  any 
of  the  other  countries  named.  There  the  war  cost  equals 
three-fifths  of  the  average  daily  income  of  the  people. 


Daily  Daily 
income    war  cost 
per  capita  per  capita 


Great  Britain  . . . 

France   

Germany   

Austria-Hungary 
Russia   


(cents)  (cents) 

65  32 

51  32 

42  22 

31  16 

12  6 
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WAR  LOANS 


Loans  of  great  magnitude  have  been  negotiated  since  the 
summer  of  1914.  Those  of  the  Entente  Allies  have  been  more 
than  $33,000,000,000.  The  Teutonic  powers  have  borrowed  a 
sum  in  excess  of  $16,000,000,000.  Formal  loans,  of  a  perma- 
nent character,  large  as  they  have  been,  have  financed  only 
one-half  the  expenses  of  the  chief  belligerents,  funds  having 
been  obtained  beyond  the  proceeds  of  the  war  loans  by  means 
of  temporary  financing,  taxation,  issuance  of  paper  money  and 
other  expedients. 

War  has  gone  deeply  into  the  accumulated  savings  of 
Europe,  and  mortgaged  the  savings  of  the  future.  Security 
issues,  taxation  and  paper  money  have  been  brought  into  ser- 
vice; at  a  time  when  formal  loans  offered  to  the  people  have 
gone  beyond  any  credit  operations  known  before,  the  money 
markets  have  been  resorted  to  on  a  scale  surpassing  all  prece- 
dent, and  the  resources  of  the  central  banks  of  each  of  the 
nations  have  been  drawn  upon  to  a  formidable  degree. 

On  the  continent,  the  central  banking  institutions  have  put 
out  currency^  in  return  for  government  pledges,  on  an  enor- 
mous scale.  This  currency  is  not  now  redeemable  in  gold. 
Its  output  has  been  at  such  a  pace  that  in  France  there  are 
notes  of  the  Bank  of  France  circulating  to  an  amount  of 
$3,400,000,000.  That  compares  with  $1,250,000,000  before  the 
war.  In  Germany  there  are  circulating  notes  of  the  Reichs- 
bank  to  the  amount  of  $1,700,000,000,  against  $475,000,000 
in  July,  1914.  The  Bank  of  Russia  has  increased  its  note  circu- 
lation three-fold.  No  figures  are  to  be  had  for  the  Bank  of 
Austria-Hungary. 

For  each  subject  of  France  there  are  in  circulation  Bank  of 
France  notes  equal  to  $85,  compared  with  $31  a  little  more 
than  t-wo  years  ago.  For  each  subject  of  Germany  there  are 
in  circulation  notes  of  the  Reichsbank  equal  to  $25,  against 
$7.00  in  1914.  Bank  of  England  notes  have  not  increased  exces- 
sively. The  Government  has  issued  its  own  currency  notes ; 
there  are  approximately  $600,000,000  of  these  outstanding,  in 
addition  to  scrip  for  a  great  quantity  of  Treasury  bills  and 
Exchequer  notes,  with  which  the  war  was  financed  from  the 
time  of  the  public  loan  of  July,  1915. 

The  financing  of  the  war  thus  far  has  been  accomplished 
easily,  and  without  violently  afi^ecting  rates  in  the  money 
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markets.  Means  to  regulate  these  markets  have  been  found, 
both  in  the  issuance  of  paper  money  and  in  the  elimination  of 
all  industrial  financing  which  might  be  competitive  of  govern- 
ment loans.  Expedients  involving  paper  money  issues  have 
suggested  inevitably  a  greater  or  less  debasement  of  the  cur- 
rency of  some  of  the  countries,  although  the  degree  of  this 
debasement  is  not  to  be  judged,  inasmuch  as  the  leading  banks 
of  the  warring  nations,  except  England,  are  not  for  the  period 
of  the  war  redeeming  their  notes  in  gold. 

At  London,  Paris  and  Berlin,  advances  from  the  money 
markets  and  banks  are  heavy  all  the  time.  The  occasional 
large  permanent  loans  have  kept  the  totals  from  rising  to  such 
excessive  heights  as  to  dislocate  the  machinery  of  the  markets, 
and  have  at  the  same  time  checked  a  too-rapid  currency  and 
banking  inflation.  Nevertheless,  the  service  of  the  big  banks 
has  been  depended  upon  to  a  large  extent,  and  in  a  degree  that 
is  without  parallel. 

Below  is  given  a  list  of  the  war  borrowings  of  the  chief 
belligerents  for  the  first  two  years  of  the  war,  August  1,  1914, 
to  August  1,  1916: 


United  Kingdom    $12,000,000,000 

British  colonies    640,000,000 

*France    8,360,000,000 

Russia    5,925,000,000 

Italy   1,475,000,000 


Entente  Allies    $28,400,000,000 

Germany,  empire  and  states   $  9,140,000,000 

Austria-Hungary    3,690,000,000 

Turkey    214,000,000 


Central  Allies    $13,044,000,000 


Grand  total    $41,444,000,000 


•Includes  advances  from  Bank  of  France. 
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Great  Britain 

Great  Britain,  up  to  November,  1916,  had  issued  two  public 
loans,  which  yielded  $4,720,000,000.  It  had  shared  with  France 
in  an  Anglo-French  loan  of  $500,000,000  offered  in  the  United 
States,  and  had  secured  an  additional  $250,000,000  collateral 
loan  in  the  United  States.  The  balance  of  its  war  financing 
up  to  that  time  had  been  accomplished  by  means  of  Treasury 
bills  offered  in  the  money  market,  sale  of  short  term  exchequer 
bonds,  advances  by  the  Bank  of  England,  territorial  loans,  and 
increased  taxes.  Great  Britain,  more  than  any  of  the  other 
Powers,  is  endeavoring  to  make  the  war  "pay  its  way."  It  is 
raising  more  than  $2,500,000,000  a  year  by  taxation,  the  present 
income  tax  ranging  from  slightly  under  1  per  cent,  to  as  high 
as  41^  per  cent.  The  range  before  the  war  was  from  2-5  of 
1  per  cent,  to  13  per  cent.  Of  any  increase  in  business  profits 
during  the  war,  60  per  cent,  is  paid  over  to  the  state. 

War  loans  have  been  as  follows,  for  the  whole  British 
Empire : 


War  Loan,  3^%,  November,  1914   $1,750,000,000 

War  Loan,  4^^%,  July,  1915   2,970,000,000 

Treasury  bills,  approximate   5,100,000,000 

Exchequer  5s,  approximate   1,750,000,000 

Exchequer  6s,  approximate   250,000,000 

Exchequer  3s,  approximate   105,000,000 

War  expenditure  certificates   100,000,000 

War  savings  certificates   100,000,000 

Treasury  indebtedness  on  note  issues   500,000,000 

Anglo-French  Loan,  5%  October,  1915....  250,000,000 

Collateral  Loan  in  U.  S.,  5%  August,  1916. .  250,000,000 

Banking  credit  in  United  States   50,000,000 

Banking  credit  in  Canada   100,000,000 

Canadian  ten-year  4^s  in  London   25,000.000 

Canadian  one-  and  two-year  5s  in  U.  S.  . . ,  45,000.000 

Canadian  5,  10  and  15-year  5s  in  U.  S   75,000,000 

Canadian  ten-year  internal  5><s   100,000.000 

Canadian  15-year  internal  5s    100,000,000 

Indian  government  internal  4s   15,000.000 

Indian  treasury  bills  in  London   17,500,000 

Australian  5s,  in  London   10,000,000 

Australian  internal  loan    50,000,000 

Australian  second  internal  loan   250,000,000 


Total,  British  Empire    $13,962,500,000 
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France 

France  had  issued  up  to  the  autumn  of  1916  two  popular 
loans,  for  general  subscription  by  the  people.  France  sold  ten- 
year  National  Defense  Bonds  from  time  to  time,  and  assumed 
responsibility  for  one-half  the  Anglo-French  loan  in  the  United 
States.  The  balance  of  its  war  cost  was  met  by  means  of 
advances  from  the  Bank  of  France,  loans  by  Great  Britain, 
sales  of  short  term  bonds  and  obligations  at  home  and  treasury 
notes  abroad,  and  by  taxes.  Taxes,  however,  have  paid  only 
one-sixth  of  the  war  cost. 
War  loans  were  as  follows : 

National  loan  5%,  November,  1915   $3,100,000,000 

National  loan  5%,  October,  1916  (est.) ....  3,000,000,000 

National  defense  bonds  (estimated)   2,800,000,000 

National  defense  obligations  (estimated) . .  400,000,000 

Advances  from  Bank  of  France   2,000,000,000 

Advances  B.  of  F.  to  foreign  governments.  250,000,000 

Bonds  and  notes  in  London    500,000,000 

Anglo-French  loan,  October,  1915   250,000,000 

Collateral  loan  in  United  States   100,000,000 

One-year  5%  notes  in  United  States   30,000,000 

Banking  credits  in  N.  Y.  (estimated)   50,000,000 

Advances  from  Bank  of  Algeria   20,000,000 

Total,  France     $12,500,000,000 


Russia 

Loans  of  a  permanent  character  have  been  issued  by  Russia 
to  an  amount  of  $4,000,(X)0,000.  War  costs  beyond  that  sum 
have  been  defrayed  out  of  the  proceeds  of  advances  made  by 
Great  Britain  and  France,  out  of  the  sale  of  a  large  quantity 
of  short-term  treasury  bills,  out  of  bank  loans,  paper  money 
issues  and  tax  levies.  A  new  loan  is  being  offered. 


War  loans  have  been  as  follows : 

War  loan,  5%,  October,  1914   $  257,500,000 

War  loan,  5%,  February,  1915   257,500,000 

Exchequer  bonds,  4%,  March,  1915   310,000,000 

Currency  loan,  April,  1915   105,000,000 

War  loan,  5^%,  May,  1915   515,000,000 

War  loan,  5^%,  November,  1915   515,000,000 

War  loan,  5^%,  April,  1916   1,040,000,000 

War  loan,  5^%,  November,  1916  (est.). . . .  1,000,000,000 

Treasury  bills,  5%  (estimated)   2,000,000,000 

Issues  discounted  in  England   700,000,000 

Issues  in  France   150,000,000 

Loan  in  Japan   25,000,000 

Three-year  6j4%  credit  in  United  States..  50,000,000 

Total,  Russia    $6,925,000,000 
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Germany 

By  reason  of  five  loans  issued  in  the  elapsed  period  of  the 
war,  Germany  increased  its  permanent  debt  $12,000,000,000. 
Treasury  bills  sold  at  home,  the  facilities  of  the  Reichsbank 
and  taxation,  financed  war  expenditure  beyond  that  total. 

Increase  in  Germany's  permanent  indebtedness  has  been 
greater  than  that  of  any  other  belligerent  nation,  for  the  rea- 
son that,  unlike  the  others,  it  has  sought  to  cover  the  bulk 
of  its  war  expenditure  directly  out  of  long-term  loans. 

War  loans  have  been  as  follows : 


Imperial  loan,  5%,  September,  1914   $1,120,000,000 

Imperial  loan,  5%,  March,  1915.   2,265,000,000 

Imperial  loan,  5%,  September,  1915   3,040,000,000 

Imperial  loan,  5%,  March,  1916   2,678,000,000 

Imperial  loan,  5%,  September,  1916   2,750,000,000 

Securities  in  United  States   25,000,000 

Bank  loan  in  Sweden   10,000,000 


Total,  Germany    $11,988,000,000 


Austria-Hungary 

Austria-Hungary's  national  debt  has  been  increased,  by 
loans  of  a  formal  character  since  the  outbreak  of  the  war,  to 
the  extent  of  more  than  $3,500,000,000.  The  balance  of  its  war 
expenditures  have  been  cared  for  by  the  sale  of  Treasury  bills, 
by  means  of  special  advances  from  the  Austro-Hungarian 
Bank,  by  loans  from  German  bankers,  and  by  taxes. 

War  loans  have  been  as  follows  : 


Austrian  loan,  5^^%,  November,  1914   $  445,000,000 

Austrian  loan,  5j^%,  June,  1915   560,000,000 

Austrian  loan,  5^^%,  November,  1915   815,000,000 

Austrian  loan,  5^%,  May,  1916   565,000,000 

Hungarian  loan,  6%,  November,  1914   244,000,000 

Hungarian  loan,  6%,  June,  1915   223,000,000 

Hungarian  loan,  6%,  November,  1915   240.000.000 

Hungarian  loan,  6%,  May,  1916   300.000.000 

Loan  from  German  bankers   113.000,000 

Second  loan  in  Germany   125,000,000 

Credit  in  Germany   60,000,000 


Total,  Austria-Hungary    $3,690,000,000 
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Italy's  permanent  loans  up  to  the  autumn  of  1916  were 
$1,500,000,000,  and  further  war  costs  were  defrayed  out  of 
advances  made  by  the  Bank  of  Italy  and  by  smaller  Italian 
banks,  out  of  loans  made  by  England,  out  of  the  sale  of  special 
Treasury  bills,  out  of  notes  sold  in  the  United  States,  and  out 
of  taxes.  Italy  has  lately  resorted  to  the  system  of  continuous 
borrowing,  folowing  the  example  of  the  British  Treasury. 

War  loans  have  been  as  follows  : 


National  loan,  4^%,  December,  1914   $  200,000,000 

War  loan,  4^%,  July,  1915.   200,000,000 

Twenty-five  year  5s  (approx.)   800,000,000 

Treasury  coupon  bonds,  5%   250,000,000 

English  credit  for  war  supplies   250,000,000 

One-year  6%  notes  in  United  States   25,000,000 


Total,  Italy   $1,725,000,000 


Belgium,  Servia,  Turkey,  Bulgaria,  Roumania. 

Belgium's  war  cost  has  been  defrayed  by  the  most  part  by 
Great  Britain  and  France.  No  formal  loans  have  been  issued, 
and  taxes  have  been  of  no  service  to  the  Belgian  arms,  for  the 
reason  that  Belgium,  save  for  a  small  strip  of  territory,  is  in 
the  hands  of  German  forces. 

Servia  has  been  financed  by  the  Entente  Allies.  No  loans 
have  been  issued,  and  the  tax  collections  yielded  an  insignifi- 
cant proportion  of  the  cost  of  that  country's  warfare. 

Turkey  has  issued  three  loans,  amounting  to  $350,000,000, 
which  were  taken  at  home  and  in  Germany,  and  to  a  small 
extent  in  neutral  countries  of  Europe,  like  Switzerland.  Its 
war  expenditure  has  been  financed  in  large  measure  from  Ger- 
many; a  syndicate  of  German  and  Austro-Hungarian  banks 
has  also  helped  in  the  financing. 

Bulgaria  has  been  financed  chiefly  from  Germany,  by  means 
of  special  advances.  Tax  collections  and  small  loans  at  home 
have  also  contributed  to  the  payment  for  war. 

Roumania's  late  entrance  into  the  war  was  undoubtedly 
accompanied  by  financial  accommodation  on  the  part  of  the 
embattled  group  with  which  that  nation  took  sides.  The  banks 
of  Roumania  have  also  been  called  upon  for  their  facilities. 
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LOANS  IN  THE  UNITED  STATES 


There  are  three  sources  whence  funds  have  come  for  prose- 
cution of  the  war.  These  are:  (1)  The  people's  savings,  reached 
through  bond  issues  to  the  public;  (2)  Bank  and  money 
market  resources,  reached  through  loans  made  and  currency 
issued  against  government  credit;  (3)  The  capital  of  neutral 
countries,  reached  through  the  sale  of  securities  in  foreign 
markets,  or  through  government  pledges. 

The  United  States  has  been  the  source  whence  funds  to 
finance  the  war  have  been  drawn,  on  direct  loan,  to  an  amount 
of  more  than  $1,500,000,000. 

In  a  round  sum,  two  thousand  million  dollars  have  been 
supplied  in  exchange  for  American  securities  returned  to  our 
markets,  which,  prior  to  the  war,  had  been  owned  in  Europe. 

With  respect  to  foreign  loans,  the  United  States  has  estab- 
lished an  historic  precedent.  From  the  beginning  of  its  his- 
tory to  the  opening  of  1915,  this  had  been  a  borrowing  nation. 
**The  true  indebtedness  of  the  United  States  has  been  com- 
pletely hidden  by  the  influx  of  foreign  capital"  wrote  a  foreign 
observer  in  Le  Marche  Financier  in  1893.  Vast  sums  of 
money  required  to  develop  American  resources  had  not  only 
prohibited  the  export  of  capital,  but  had  induced  the  older 
nations  of  the  earth  to  extend  help,  so  much  so  that  the  econ- 
omic strength  of  the  United  States  used  to  be  explained  as  a 
consequence  of  the  investment  of  European  capital. 

Since  the  war  began  conditions  have  been  reversed.  There 
has  been  no  influx  of  foreign  capital ;  instead,  Europe  has  made 
large  demands  upon  this  country.  Yet  our  economic  strength 
has  manifested  itself  more  than  ever  before.  From  the  early 
part  of  1915,  foreign  credits  followed  one  another  in  close  suc- 
cession, in  amounts  ranging  from  ten  millions  to  two  hundred 
and  fifty  millions.  Great  Britain,  France,  Germany,  Italy, 
Russia  and  Canada  were  notable  borrowers ;  Norway,  Sweden, 
Greece  and  Switzerland  secured  accommodation.  Nations 
other  than  those  of  Europe  also  came  to  the  United  States 
for  assistance,  so  much  so,  that,  a  little  more  than  two  years 
after  the  outbreak  of  the  war,  foreign  nations  Avere  indebted 
to  investors  in  the  United  States  by  an  amount  of  more  than 
$1,500,000,000,  notwithstanding  that  in  the  interval  the  banks 
and  people  of  those  nations  had  sent  hither  $800,000,000  gold 
and  $2,000,000,000  securities,  in  exchange  for  goods. 
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Following  is  a  table  which  collates  foreign  loans  placed  in 
the  United  States  from  the  opening  of  1915  to  the  autumn 


of  1916: 

EUROPEAN  LOANS 

To  Governments       Description  Amount 

Great  Britain  Two  year  5%  loan....   $  250,000,000 

Great  Britain  Anglo-French  5%  loan   250,000,000 

France  Anglo-French  5%  loan   250,000,000 

France  Collateral  loan,  6%    100,000,000 

France  Notes,  5%  (since  paid)   40,000,000 

France  Commercial  credits    100,000,000 

France  City  of  Paris  6%  loan   50,000,000 

Germany  Notes,  5%  (since  paid)   10,000,000 

Germany  War  bonds  (estimated)    25,000,000 

Greece  Bank  credits    7,000,000 

Italy  Notes,  6%   25,000,000 

Norway  Notes,  6%   8,000,000 

Sweden  Notes,  6%   5,000,000 

Switzerland  Notes,  5%   15,000,000 

Russia  Three-  year  loan,  6^^%   50,000,000 


Total   $1,185,000,000 

To  Bankers: 

British  Special  credit   $  50,000,000 

French             Collateral  loan   30,000,000 

French^           Acceptance  credits   175,000,000 

Russia  Acceptance  credit  (since  paid) ......  25,000,000 

Scattered    25,000,000 


Total    $305,000,000 


Total  to  Europe   $1,490,000,000 

CANADIAN  LOANS 

Dominion  Government   $  120,000,000 

Provincial  and  Municipal    115,000,000 


Total  to  Canada    $  235,000,000 

LATIN  AMERICAN  LOANS 

Argentina           Notes,  6%   $  55,000,000 

Argentina           Treasury  bonds,  6%    25,000,000 

Bolivia                Bank  loan   1,000,000 

Chile                  Bank  loan   6,000,000 

Yucatan              Sisal  Hemp  loan    10,000,000 

Panama              Bonds,  5%    3,000,000 

Uruguay             Notes,  6%    650,000 

Others                Loans  and  credits    5,350,000 


Total  to  Latin  America   $  106,000,000 


Grand  total,  all  foreign  loans   $1,831,000,000 
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EUROPE'S  NATIONAL  DEBT 


In  the  middle  of  1914,  the  permanent  debt  of  those  nations 
which  are  bearing  the  heaviest  burden  of  the  war  was  27 
thousand  milHon  dollars.  Adding  to  this  figure  the  amount  of 
the  loans  made  since  the  war  began,  and  which  involved  per- 
manent increase  in  the  fixed  interest  charges  of  the  several 
nations,  the  result  was  75  thousand  million  dollars  in  the  fall 
of  1916.  Great  Britain,  France  and  Germany  had  then 
each  increased  its  debt  to  a  figure  equal  to  nearly  one-half 
the  entire  European  debt,  as  that  stood  in  1914. 

There  is  no  present  way  of  determining  the  manner  of  the 
financing  of  a  third  year  of  the  war.  But  if  it  be  accepted  that 
the  rate  of  debt  increase  is  maintained  that  was  seen  in  the 
first  two  years  of  the  war,  the  result  will  show  that  Europe's 
weight  of  debt  on  August  1,  1917,  for  the  nations  now  at  war, 
will  be  close  to  87  thousand  million  dollars. 

If  it  errs  at  all,  this  indication  of  Europe's  indebtedness  in 
1917  is  believed  to  err  on  the  side  of  conservatism.  It  makes 
allowance  for  no  increase  in  the  rate  of  war  borrowing  over 
the  rate  of  the  past,  whereas  a  present  daily  cost  of  more  than 
$100,000,000  suggests  for  a  third  year  of  warfare  an  inevitably 
higher  rate  of  financing  than  was  required  previously. 

Accepting  the  lower  rate,  it  would  appear  that  if  the  war 
comes  to  a  conclusion  at  the  close  of  its  third  year.  Great 
Britain  will  emerge  with  a  debt  six  times  the  amount  of  that  of 
1914.  Germany's  debt  will  have  increased  four-fold.  The 
debts  of  France,  Russia  and  Austria-Hungary  will  have  in- 
creased three-fold. 

It  is  commonly  estimated  that  the  twenty-two  years  of  the 
Napoleonic  wars,  from  1793  to  1815,  entailed  a  total  cost  of 
$6,250,000,000,  one-half  of  which  was  translated  into  the 
British  national  debt.  Austria-Hungary  alone  will  have 
increased  its  debt  up  to  next  August  by  an  amount  closely 
approaching  the  full  cost  of  the  Napoleonic  wars,  while  Eng- 
land's addition  to  permanent  debt  for  three  years  will  have 
been  six  times  greater  than  its  addition  as  the  consequence 
of  its  protracted  warfare  of  a  century  ago. 

Indeed,  England's  addition  to  permanent  debt  by  two  loans 
in  the  first  year  of  the  present  struggle  was  more  than  its  addi- 
tion in  the  twenty-two  years  of  the  Napoleonic  wars.  Ger- 
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many's  four  loans  of  the  first  two  years  of  the  present  war 
produced  subscriptions  that  were  at  least  ten  times  greater 
than  its  largest  total  investment  in  all  loans  for  a  correspond- 
ing earlier  period.  There  is  no  possible  comparison  between 
the  recent  French  loans  and  the  financing  of  the  French  wars 
of  a  century  ago.  Napoleon  and  his  ministers  believed  in 
making  war  "pay  its  way,"  and  preferred  a  policy  which  in- 
volved heavy  taxation  and  also  heavy  annual  burdens  on 
conquered  countries.  Records  show  little  addition  to  the  debt 
of  France  during  the  period  of  Napoleon's  costly  campaigns. 
Following  the  Franco-Prussian  War  the  payment  of  the  indem- 
nity to  Germany,  and  the  funding  of  other  costs  of  war,  imposed 
upon  France  a  strain  theretofore  unexampled  in  European 
history  on  any  single  occasion,  but  no  loans  approaching  in 
amount  those  of  the  present  era  were  seen  at  that  time. 

Here  is  a  table  showing  for  the  principal  nations  at  war 
their  approximate  debt  on  August  1,  1917,  in  event  of  a  con- 
tinuance of  borrowing  up  to  that  date  at  the  pace  which  has 
proceeded  since  the  war  began.  Comparison  is  made  with 
the  approximate  debt  of  August  1,  1916  and  with  that  of 
August  1,  1914: 


August  1, 1917  August  1,  1916  August  1,  1914 

Great  Britain  $19,850,000,000  $14,400,000,000  $3,500,000,000 

France                         19,000,000,000  14,850,000,000  6,500,000,000 

Russia                         13,450,000,000  10,500,000,000  4,600,000,000 

Italy                            5,050,000,000  4,300,000,000  2,800,000,000 


Entente  nations  ....$57,350,000,000  $44,050,000,000  $17,400,000,000 

Germany  (Empire  and 

States)   $18,900,000,000  $14,350,000,000  $5,200,000,000 

Austria-Hungary  . . .    9,300,000,000  7,450,000,000  3,750,000,000 

Turkey                            950,000,000  850,000,000  650,000,000 


Central  nations  .....$29,150,000,000      $22,650,000,000  $9,600,000,000 


Grand  total   $86,500,000,000      $66,700,000,000  $27,000,000,000 


These  figures  of  indebtedness  are  of  such  proportions  that 
there  is  no  precedent  for  them.  The  maximum  debt  of  the 
United  States  at  the  end  of  the  Civil  War  was  $2,750,000,000, 
or  a  fraction  of  the  debt  of  each  of  the  nations  shown  above, 
save  Turkey. 

What  the  indicated  indebtedness  of  the  nations  of  Europe 
means  to  the  average  working-man  may  be  faintly  perceived 
by  reducing  the  totals  of  the  table  of  total  government  obliga- 
tions to  a  per-capita  basis.  In  this  manner,  it  is  seen  that 
for  each  person  of  the  nations  now  at  war,  there  will  be  $202 

26 


of  government  debt  on  August  1,  1917,  if  peace  does  not  come 
before  that  date.  For  each  of  the  inhabitants  of  the  countries 
in  question,  the  permanent  debt  in  the  middle  of  1914,  before 
the  peace  of  Europe  was  broken,  averaged  $63.  In  the  middle 
of  1916  the  average  was  $156. 

Great  Britain's  debt  in  1914  was  equal  to  $74  for  each  inhabi- 
tant. On  August  1,  1916,  it  was  equal  to  $306.  Less  than 
a  year  hence,  from  present  indication,  it  will  be  equal  to  $422. 
For  France  the  per-capita  debt  had  been  for  many  years  the 
largest  among  civilized  nations.  That  per-capita  debt  was 
$162  in  the  middle  of  1914.  In  a  space  of  three  years  it  will 
have  advanced  to  $475  if  the  war  continues  until  the  summer 
of  1917.  The  increase  in  the  per-capita  debt  of  Germany  was 
from  $76  to  nearly  three  times  that  amount  in  the  first  two 
years  of  the  present  struggle.  It  will  have  been  to  $278  if  the 
war  is  prolonged  to  August  next. 

The  relation  of  these  figures  to  one  another  may  be  illus- 
trated in  a  table  which  groups  them  by  countries.  Such  a  table 
is  as  follows,  indebtedness  per  capita  being  represented  for 
the  war  period : 


Aug.  1,  Aug.  1,  Aug.  1, 

1917.  1916.  1914. 

Great  Britain                   $422.60  $306.40  $74.50 

France                               475.00  371.25  162.50 

Russia                                76.85  60.00  26.25 

Italy                                 140.30  119.50  77.75 


Entente  nations    $192.45  $147.45  $58.40 

Germany    $277.95  $211.00  $76.45 

Austria-Hungary    175.50  140.60  70.75 

Turkey   44.20  40.00  30.00 


Central  Allies   $204.55  $158.40  $67.40 


Grand  total    $196.60         $151.60  $61.35 


All  of  the  above  figures  contrast  with  a  present  per-capita 
indebtedness  for  the  people  of  the  United  States  of  $10.82. 
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INTEREST  ON  DEBT 


The  budgets  of  the  seven  principal  nations  engaged  in  the 
war  called  for  an  expenditure  of  $6,400,000,000  in  1913,  the 
last  year  of  peace.  That  amount  was  for  maintenance  of  army, 
navy,  civil  service  and  government,  and  for  interest  on  exist- 
ing debt.  In  1917-18,  provided  the  war  has  ended  and  peace  is 
restored,  the  budgets  will  call  for  approximately  $9,200,000,000. 

The  addition  of  $2,800,000,000  takes  into  account  no  increase 
or  decrease  in  expenditures  of  army  and  navy  from  the  expen- 
ditures that  were  made  in  1913,  when  Europe's  military  forces 
were  on  a  peace  footing.  Nor  does  it  take  into  account  any 
change  in  the  cost  of  government  upkeep.  What  is  recognized 
is  solely  the  interest  on  the  permanent  capitalization  of  the 
value  of  materials  and  service  employed  in  the  war. 

If  we  assume  that,  by  reason  of  war  borrowings,  there  is  an 
advance  in  the  price  of  capital  sufficient  to  increase  the  average 
interest  charge  on  the  total  indebtedness  of  Europe  one-half  of 
one  per  cent.,  the  following  comparison  is  possible.  This  table 
gives  the  actual  interest  payments  of  the  various  nations  in 
1913  and  the  prospective  interest  payments  in  1917-18,  figures 
for  the  later  year  assuming  that  peace  has  been  fully  estab- 
lished by  that  time,  and  that  war  costs,  beyond  those  paid  out 
of  current  taxes,,  have  been  funded.    No  allowance  is  made 


for  possible  indemnities  paid 

or  received : 

Interest  on  Debt  of 

1917-18 

1913-14 

Great  Britain  

$790,000,000 

$122,500,000 

France   

825,000,000 

257,300,000 

685,000,000 

212,200,000 

Italy  

.  200,000,000 

93,300,000 

$2,500,000,000 

$685,300,000 

Average  int.  rate  

4.4 

3.9 

Germany     (Empire     a  n  i 

i 

$830,000,000 

$200,000,000 

Austria-Hungary   

465,000,000 

165,700,000 

45,000,000 

27,300,000 

$1,340,000,000 

$393,000,000 

46 

4.1 

$3,840,000,000 

$1,078,300,000 

Average  int.  rate  

45 

4.0 
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These  figures  lead  to  consideration  of  the  relation  of  each 
government's  post-bellum  expenditure  to  national  income. 
Total  annual  earning  power,  or  income,  of  the  people  of  the 
seven  nations  in  question  is  normally  $48,000,000,000.  Total 
government  expenditure  in  1918,  including  interest  payments 
indicated  above  and  government  upkeep  on  a  scale  noted  be- 
fore the  war,  will  be,  by  present  reckoning,  $9,200,000,000. 
These  figures  are  analysed  in  the  appended  table  by  individual 
countries,  there  being  presented  in  parallel  columns  the  ap- 
proximate national  income  of  the  countries  under  considera- 
tion, in  times  of  peace,  and  the  possible  government  expendi- 
ture in  1918,  provided  the  war  is  then  ended : 


Expend. 

National  Government  to 

Income  Expenditure,  Income, 

Per  Annum  1917-18  % 

Great  Britain   $11,250,000,000  $1,660,000,000  14.7 

France                        7,500,000,000  1,520,000,000  20.3 

Russia                        7,500,000,000  2,020,000,000  27.0 

Italy                          4,250,000,000  630,000,000  14.8 

Entente  nations ....  $30,500,000,000  $5,830,000,000  19.0 

Germany   $10,500,000,000  $1,695,000,000  16.1 

Austria-Hungary  ..    6,000,000,000  1,485,000,000  24.7 

Turkey                       1,000,000,000  190,000,000  19.0 

Central  nations.  ...$17,500,000,000  $3,370,000,000  19.2 

All  nations   $48,000,000,000  $9,200,000,000  19.1 

If  the  war  extends  into  another  year,  the  government  expen- 


ditures will  be  increased  beyond  the  amounts  indicated  above. 
But  if  it  ends  with  the  close  of  its  third  year,  the  indication  of 
this  table  will  hold ;  which  is  that  the  average  taxpayer  of 
Europe  will  in  1918  turn  over,  directly  or  indirectly,  nearly  a 
fifth  part  of  every  dollar  earned  by  him,  for  his  government's 
maintenance  and  for  payment  of  interest  on  his  government's 
debt. 

The  key  to  the  above  table  lies  in  the  individual  percentages, 
inasmuch  as  these  enable  one  to  measure  the  relative  economic 
strength  of  each  nation  and  the  ability  of  each  to  bear  the  bur- 
den of  its  war  expenditure.  Whereas  the  total  annual  expen- 
diture of  the  British  government  may  be  expected  to  equal 
nearly  15  per  cent,  of  the  people's  income  in  1918,  if  peace  then 
prevails,  the  total  annual  expenditure  of  Austria-Hungary  may 
be  expected  to  equal  nearly  25  per  cent,  of  the  whole  natural 
income,  while  that  of  Russia  may  be  expected  to  equal  27  per 
cent,  of  income. 
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Apparently,  then,  the  taxpayer  of  Austria-Hungary  or  Rus- 
sia will  turn  over  to  his  government  a  fourth  part  of  every 
dollar  earned.  The  taxpayer  of  France  will  turn  over  to  his 
government  more  than  a  fifth  part  of  every  dollar  of  income. 
The  taxpayer  of  Germany  will  turn  over  a  sixth  part  of  every 
earned  dollar,  the  taxpayer  of  Great  Britain  will  turn  over 
nearly  as  much.  The  average  of  all  the  principal  nations  at 
war  will  be  a  fraction  over  19  cents  out  of  the  earned  dollar. 

What  the  different  percentages  really  signify  to  the  average 
workman  is  appreciated  when  the  indicated  burden  of  the 
European  people  is  set  against  that  of  our  own  people  of  the 
United  States.  For  the  support  of  the  American  government 
and  for  payment  of  interest  on  the  American  debt  there  was 
required  $720,000,000  in  the  government  year  1916.  The  pay- 
ment of  this  sum  was  laid  upon  100  million  people  whose  in- 
come, roughly  calculated,  was  $35,000,000,000.  The  operation 
of  government  and  the  payment  of  bond  interest  therefore  ab- 
sorbed 2  cents  of  every  dollar  earned  in  the  United  States.  As 
a  matter  for  thought  it  might  be  added  that  for  thf^  United 
States  the  ratio  of  total  government  bond  interest  trv  national 
income  is  0.065  per  cent.  In  Europe  next  year,  if  peace  returns 
presently,  the  ratio  of  government  bond  interest  will  be  8  per 
cent. 

How  the  tax  charges  indicated  abroad  will  be  expended  in 
1918  is  reckoned  as  follows,  figures  representing  cents  to 
the  dollar : 


Bond 

General 

Total 

interest 

expenses 

payments 

Great  Britain   

  7.0 

7.7 

14.7 

  11.0 

9.3 

20.3 

  9.1 

17.9 

27.0 

Italy   

  4.7 

10.1 

14.8 

  8.2 

10.8 

19.0 

Germany   

  7.9 

8.2 

16.1 

Austria-Hungary   

  7.7 

17.0 

24.7 

  4.5 

14.5 

19.0 

  7.6 

11.6 

19.2 

All  nations   

  8.0 

11.1 

19.1 

When  the  war  began,  there  was  required,  on  an  average,  2% 
cents  of  every  earned  dollar  of  the  people's  income  for  govern- 
ment bond  interest.  Now  8  cents  of  every  earned  dollar  is  sug- 
gested. No  attempt  has  been  made  to  calculate  a  change  in 
general  expenses ;  although  the  inevitable  post-bellum  pension 
charge  will  be  included  here. 
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WEALTH  OF  THE  NATIONS  AT  WAR 


The  debt  of  each  of  the  warring  nations  far  surpasses  the 
debt  of  other  years.  But  it  must  be  kept  constantly  in  mind 
that  so  also  do  the  wealth  and  resources  of  each  of  these  na- 
tions surpass  the  wealth  and  resources  of  other  years.  Ability 
of  Europe  to  withstand  the  strain  it  is  now  undergoing  is 
measured  in  a  large  degree  by  the  total  wealth  of  the  nations 
involved  in  the  war. 

National  wealth,  upon  which  each  of  the  combatant  groups 
is  thrown  in  the  ultimate  test  of  financial  strength,  consists  of 
the  sum  total  of  material  and  tangible  goods  on  which  it  is  pos- 
sible to  place  a  money  value,  plus  the  industrial  adaptability 
and  organization  of  the  people.  Tangible  wealth  consists  of 
three  parts — natural  resources,  capital  saved  and  invested  from 
the  past,  and  goods  ready  for  use. 

Wealth  in  a  position  readily  to  be  converted  to  the  purposes 
of  war  is  that  most  desired  in  times  like  these  through  which 
we  are  now  living,  and  so  long  as  there  continues  wealth  that 
is  readily  convertible,  the  nations  having  that  wealth  will  be, 
financially  speaking,  the  strongest  of  those  engaged  in  conflict. 
Taken  altogether,  the  magnitude  of  Europe's  wealth  is  well 
recognized.  That  of  the  United  Kingdom  was  computed  at 
about  $12,500,000,000  in  1814;  it  is  at  least  six  times  greater 
now.  The  wealth  of  France  has  expanded  six-fold,  from  less 
than  $10,000,000,000  in  1814  to  above  $60,000,000,000.  A  cen- 
tury ago  there  was  no  German  Empire,  and  the  wealth  of  the 
German  states  was  in  the  aggregate  less  than  $10,000,000,000. 
United  Germany's  wealth  at  the  present  time  is  stated  to  be 
$80,000,000,000. 

A  recent  estimate  placed  the  wealth  of  all  belligerents  except 
Japan  and  the  British  oversea  dominions,  at  more  than 
$400,000,000,000.  For  the  Entente  Allies  the  sum  of  271  thou.- 
sand  millions  was  named,  and  for  the  Central  Allies  133  thou- 
sand millions,  the  ratio  being  two  to  one. 

The  figures  are  probably  very  high.  Thus,  for  the  United 
Kingdom  an  estimate  of  v$90,000,000/)00  is  used  to  indicate  the 
national  wealth,  whereas  the  Chancellor  of  the  Exchequer  in  a 
Parliamentary  paper  issued  in  December,  1915,  estimated  the 
wealth  of  the  United  Kingdom  at  $73,000,000,000.  Estimates 
of  $65,000,000,000  for  France  compare  with  other  estimates 
ranging   down   to  $55,000,000,000.    Furthermore,  estimates 
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which  have  been  made  inckide  not  simply  privately  owned 
physical  property  but  all  the  public  property  and  the  property 
owned  abroad. 

To  illustrate :  For  the  United  Kingdom  a  well-known  eco- 
nomist estimated  that  4  per  cent,  of  the  national  wealth  was 
in  public  property  and  that  19  per  cent,  was  owned  abroad, 
leaving  the  value  of  the  private  property  in  the  United  King- 
dom at  77  per  cent,  of  the  full  total. 

Accepting  figures,  which,  if  they  err,  do  so  on  the  side  which 
allow  for  the  most  generous  estimates,  the  following  table  is 
prepared  to  signify  the  wealth  of  the  countries  now  actively 
engaged  in  the  war : 

National  wealth      Per  capita 


United  Kingdom   

$  90,000,000,000 

$1,915 

65,000,000,000 

1,625 

Russia   

60,000,000,000 

343 

Italy  

35,000,000,000 

972 

Belgium  and  Servia   

13,750,000,000 

1,165 

Portugal  and  Roumania. .  . 

7,500,000,000 

536 

Entente  total  

$271,250,000,000 

$  837 

Germany  

$  80,000,000,000 

$1,177 

Austria-Hungary   

45,000,000,000 

849 

Turkey  and  Bulgaria  

8,750,000,000 

330 

Alliance  total   

$133,750,000,000 

$  907 

$405,000,000,000 

$  860 

To  what  degree  wealth  itself  has  been  impaired  by  the 
events  of  the  past  two  years  is  debatable.  No  one  has  yet  been 
able  in  a  satisfactory  manner  to  determine  that,  and  its  deter- 
mination lies  pretty  well  with  the  future.  War  cuts  wealth 
with  a  mighty,  two-edged  sword.  It  makes  inroads  upon  it, 
and  it  mortgages  it.  These  are  accepted  economic  facts.  But 
in  the  present  case,  the  calculated  expense  of  the  war  in  Europe 
is  not  by  any  means  to  be  termed  a  total  loss,  equivalent  to  an 
utter  disappearance  of  wealth. 

The  sums  expended  by  each  of  the  countries  engaged  have 
supported  millions  of  people  during  the  course  of  expenditure, 
and  there  were  savings  and  profit  out  of  it.  Sir  George  Paish 
estimated  in  the  spring  of  1916  that  since  the  war  began  the 
national  income  of  Great  Britain  had  risen  from  $12,000,000,- 
000  yearly  to  $15,000,000,000,  this  in  spite  of  the  fact  that  nearly 
four  million  men  had  been  withdrawn  from  productive  in- 
dustry. 

The  earning  power  of  the  wealth  of  the  eleven  nations 
actually  engaged  in  present  hostilities  was  placed,  before  the 
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outbreak  of  the  war,  above  $50,000,000,000  annually.  Out 
of  this  amount,  representing  national  income,  combined  an- 
nual savings  of  the  people  were  placed  at  $8,300,000,000.  Ap- 
pended is  a  table  dividing  these  figures  into  the  countries  which 
contribute  to  them : 


Annual  income 

Annual  savings 

United  Kingdom   

(M    0*71?  AAA  AAA 

$1,875,000,000 

*7  Cr>n  AAA  AAA 

1    OCA  AAA  AAA 

1,250,000,000 

7,500,000,000 

1,250,000,000 

Italy   

4,250,000,000 

625,000,000 

1  7 'in  non  nno 

300  000  000 

600,000,000 

100,000,000 

Entente  nations   

$32,850,000,000 

$5,400,000,000 

$10,500,000,000 

$1,750,000,000 

6,000,000,000 

1,000,000,000 

Turkey  and  Bulgaria.. 

. .  1,000,000,000 

150,000,000 

,  $17,500,000,000 

$2,900,000,000 

Total,  all  

$50,350,000,000 

$8,300,000,000 

It  is  noteworthy  that  war  costs  of  the  opposing  groups  have 
run  along  in  approximately  the  same  relation  as  that  indicated 
above  for  annual  income  and  savings.  Whereas  the  people  of 
the  Entente  nations  (because  there  are  more  of  them)  earn 
more  and  save  more  in  the  aggregate  than  the  people  of  the 
Central  nations,  they  also  are  spending  more  in  the  conduct 
of  warfare.  Taking  for  a  base  of  calculation  the  table  of  direct 
war  costs  printed  in  a  preceding  chapter,  it  is  found  that  for  a 
given  period  costs  have  amounted  to  one-half  the  people's  in- 
come. This  statement  applies  broadly  to  both  groups  engaged, 
and  means  that,  were  the  effort  to  have  been  put  forth  either 
by  the  Entente  Allies  or  the  Central  Allies  to  meet  the  expense 
of  hostilities  out  of  the  people's  earnings,  taxes  of  approxi- 
mately 50  per  cent,  of  each  person's  normal  earnings  would 
have  had  to  be  imposed  since  the  outbreak  of  the  war. 

Accepting  $8,300,000,000  as  a  reasonable  estimate  of  the 
normal  yearly  savings  of  the  people  of  the  nations  at  war,  the 
direct  expenditure  for  the  conflict  is  found  already  to  have 
reached  an  amount  equal  to  the  people's  savings  of  more  than 
six  years.  If  extended  through  a  third  year,  the  direct  and 
indirect  expenditure  for  war  will  approximate  at  least  nine 
years'  savings  of  all  the  people  of  the  nations  engaged. 

Confining  calculations  to  a  direct  military  expenditure  of 
$75,000,000,000  in  three  years,  it  can  be  reckoned  that  the  war 
cost  up  to  August  1,  1917,  will  be  equivalent  to  19  per  cent, 
of  the  total  national  wealth  of  all  the  belligerents.    It  will  be 
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50  per  cent,  of  the  total  income  of  the  people  in  these  three 
years.  It  will  be  more  than  300  per  cent,  of  their  normal  sav- 
ings for  that  period  of  time. 

Percentages  are  as  follows,  showing  the  ratio  of  three  years* 
direct  war  cost  ($75,000,000,000  as  now  reckoned),  to  total 
wealth  of  all  the  belligerents,  and  showing  also  the  ratio  of  that 
cost  to  normal  income  and  savings  for  a  period  of  three  years : 

Proportion  of  war  costs  to 
Wealth    Income  Savings 


Jo 

/o 

70 

Great  Britain   

18.3 

49 

275 

21.5 

62 

373 

  19.6 

52 

313 

Italy  

  11.2 

30 

208 

Roumania   

13.0 

25 

150 

  11.6 

30 

177 

Entente  nations  

IS.l 

49 

297 

Germany   

20.6 

52 

314 

Austria-Hungary   

20.5 

51 

306 

Turkey  and  Bulgaria  

  23.0 

66 

440 

Alliance  nations   

20.7 

53 

318 

All  belligerents   

  19.0 

50 

301 

Among  the  chief  powers  engaged,  the  cost  of  war  weighs 
most  heavily  on  France  and  least  heavily  on  Great  Britain — 
this  in  spite  of  the  leading  part  Great  Britain  is  taking  in 
financing  the  war.  Germany's  burden  is  considerably  less 
heavy  than  that  of  France,  at  the  same  time  that  it  is  sub- 
stantially greater  than  that  of  Great  Britain.  But  in  the  aggre- 
gate, it  will  be  seen,  the  figures  argue  strongly  for  the  financial 
position  of  neither  one  group  of  allies  or  the  other.  There  is 
indicated  for  the  Central  powers  a  proportion  of  three  years' 
war  cost  to  total  wealth  of  somewhat  more  than  20  per  cent. 
That  is  against  18.1  per  cent,  indicated  for  the  Entente  Allies. 
Also  there  is  indicated  a  higher  percentage  of  war  cost  to  the 
total  income  and  savings  of  the  people  of  Germany,  Austria- 
Hungary,  Turkey  and  Bulgaria,  than  to  the  income  and  savings 
of  the  people  of  the  opposing  nations. 

The  disadvantage,  on  the  whole,  is  not  so  great  as  to  warrant 
positive  conclusions.  Even  were  the  disparity  greater  than  it 
is,  economists  would  hesitate  to  say  that  here  was  the  deter- 
mining factor  of  the  war,  for  they  recognize  that  considera- 
tions other  than  statistical  exercise  a  vast  influence  on  people 
in  time  of  great  national  trial. 
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THE  FUTURE 


It  will  be  judged  that  whether  war  goes  on  another  year, 
or  two  years,  or  three,  or  whether  it  comes  to  an  end  quickly, 
the  addition  which  will  have  been  made  to  the  Old  World's 
weight  of  debt,  coming  directly  out  of  the  war,  will  be  enor- 
mous. Moreover,  it  must  be  remembered  that  the  countries 
concerned  in  this  great  addition  to  debt  have  further  taxed 
their  economic  reserve  strength  through  destruction  of  pro- 
ductive capacity,  in  the  form  of  men  and  material. 

The  loss  in  this  direction  will  serve  to  retard  greatly  the  ef- 
forts to  make  up  the  monetary  war  cost  when  peace  is  con- 
cluded. Only  one-half  the  total  war  bill  of  the  United  States 
at  the  conclusion  of  the  Civil  War  was  represented  in  the 
Nation's  bonded  debt.  Yet  fifty  years  after  the  end  of  the  war, 
in  spite  of  the  amazing  prosperity  of  the  United  States  and  in 
face  of  its  peaceful  progress,  a  considerable  part  of  the  debt 
incurred  to  pay  the  North's  share  of  that  conflict  remains  out- 
standing. The  debt  which  the  wars  of  100  years  ago  imposed 
upon  England  has  not  been  removed. 

Debt  figures  of  each  of  the  warring  nations  are  altogether 
too  big  to  be  grasped  and  weighed ;  the  average  mind  is  not 
accustomed  to  thinking  in  terms  of  billions  and  tens  of  billions. 
These  suggest  for  each  nation  against  whose  credit  the  debts 
are  mounting,  a  heavy  future  burden.  But  after  all  burdens 
of  every  nature  are  relative ;  their  weight  is  determined  by 
other  things.  The  debt  of  France  in  1815  was  small  as  com- 
pared with  the  existing  debt,  but  it  was  a  large  fraction  of 
the  total  wealth  of  the  nation.  After  the  Battle  of  W^aterloo 
the  British  nation  faced  a  debt  of  $4,500,000,000,  which  was 
one-third  the  amount  of  the  present  debt.  But  the  burden 
borne  by  the  17,000,000  people  of  that  time,  as  compared  with 
the  burden  which  has  to  be  assumed  by  the  47,000,000  of  today, 
was  equally  as  great  per  capita,  while  the  taxable  resources  of 
the  country  were  very  much  less. 

The  burden  was  borne  after  1815,  and  Great  Britain  pro- 
gressed. The  nation's  wealth  and  income  were  such  at  that 
time  that  bond  interest  equalled  11  per  cent,  of  the  income  of 
the  people,  while  the  total  annual  expenditure  of  the  govern- 
ment equalled  20  per  cent,  of  the  nation's  entire  income.  It  is 
indicated  at  the  present  time  that  a  year  hence  bond  interest 
of  Great  Britain  will  equal  7  per  cent,  of  the  total  income  of 
the  country,  while  the  total  yearly  expenditure  of  the  govern- 
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ment  will  equal  a  little  less  than  15  per  cent,  of  the  nation's 
income. 

It  would  seem,  from  the  magnitude  of  Europe's  present  and 
prospective  indebtedness,  that  obligations  could  never  be  re- 
moved. They  could  be  removed,  if  Europe  were  willing  to  tax 
itself  sufficiently  in  the  future  for  the  purpose.  Taxes  to  meet 
interest  on  war  issues  will  be  superimposed  upon  those  which 
paid  the  former  national,  state  and  municipal  debts,  and  which 
paid  also  the  entire  current  expenses  of  government — national, 
state  and  local.  They  will  be  regulated  according  to  three 
things ;  the  weight  of  debt,  the  amount  of  current  government 
expense,  the  amount  of  sinking  fund  with  which  debts  are  to 
be  liquidated.  They  will  come  out  of  the  people's  income  and 
savings. 

On  the  matter  of  a  sinking  fund  with  which  debts  may  be 
liquidated,  Reginald  McKenna,  Chancellor  of  the  British  Ex- 
chequer, in  August,  1916,  threw  an  interesting  light.  Speaking 
for  Great  Britain,  he  said: 

"If  we  were  to  end  the  war  at  the  end  of  the  current  financial 
year,  that  is  to  say,  on  March  31,  1917,  our  present  scale  of 
taxation  would  provide  not  only  for  the  whole  of  our  peace  ex- 
penditure and  the  interest  on  the  whole  national  debt,  but  also 
for  a  sinking  fund  calculated  to  redeem  that  debt  in  less  than 
forty  years,  and  there  would  still  remain  a  surplus  sufficient 
to  allow  me  to  abolish  the  excess-profits  tax  and  to  reduce 
other  taxes  considerably." 

How  far  taxation  of  the  future  will  bear  down  the  people 
of  Europe  remains  to  be  seen  when  peace  returns.  The  real 
financial  legacy  of  the  war  will  come  home  to  the  people  when 
the  countries  stop  borrowing  and  begin  paying  interest  on  their 
debts  out  of  current  income.  The  outlook  for  the  post-bellum 
period  is  one  to  be  viewed  in  no  other  spirit  than  of  sober  con- 
cern and  serious  study,  for  upon  the  result  of  the  war  strain 
will  rest  the  economic  progress  of  Europe.  And  not  only  of 
Europe,  but  the  world,  of  which  the  United  States  is  a  part. 

The  cost  of  the  war  thus  far  has  represented  several  times 
over  the  usual  annual  savings  of  the  entire  world,  and  were 
no  other  elements  to  enter  into  determining  the  matter,  this 
factor  would  assuredly  have  distinct  effect  upon  the  world's 
economic  progress  and  upon  the  price  which  capital  will  here- 
after command.  But  in  the  same  manner  as  it  is  to  be  expected 
that  the  concrete  losses  of  the  war  will  end  when  the  war  ends, 
so  it  is  to  be  expected  that  in  the  future  there  will  be  offsets 
against  the  overwhelming  figures  of  government  debts. 

Furthermore,  there  is  always  to  be  considered  the  fact  that 
debt  burdens  will  be  borne  by  the  people  who  are  in  large 
measure  themselves  the  creditors  against  that  debt.   Which  is 
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to  say  that  as  money  is  paid  in  taxes  to  meet  interest  on  gov- 
ernment bonds,  it  will  be  received  again  in  the  form  of  interest 
on  the  bonds  which  the  people  who  paid  the  taxes  themselves 
possess,  through  having  subscribed  for  the  war  loans,  A  na- 
tional debt  held  entirely  by  the  people  of  a  nation  is  not  a  drain 
on  that  nation  such  as  an  external  debt  would  be. 

In  this  connection  it  is  worth  while  to  recall  what  Macauley 
wrote  in  his  History  of  England  of  the  debt  which  confronted 
that  single  nation  at  the  close  of  the  Napoleonic  war.  It  was 
this: 

"If  the  most  enlightened  man  had  been  told  in  1792  that  in 
1815  the  interest  on  eight  hundred  million  sterling  would  be 
paid  to  the  day  at  the  Bank,  he  would  have  been  as  hard  of 
belief  as  if  he  had  been  told  that  the  government  would  be  in 
possession  of  the  lamp  of  Alladin,  or  of  the  purse  of  Fortunatus. 
It  was  in  truth  a  gigantic,  a  fabulous  debt ;  and  we  can  hardly 
wonder  that  the  cry  of  despair  should  have  been  louder  than 
ever  ....  It  is  sufficient  to  say  that  the  prophets  of  evil  were 
under  double  delusion.  They  erroneously  imagined  that  there 
was  an  exact  analogy  between  the  case  of  an  individual  who  is 
in  debt  to  another  individual  and  the  case  of  a  society  which  is 
in  debt  to  a  part  of  itself  ....  They  saw  that  the  debt  grew 
and  they  forgot  that  other  things  grew  as  well  as  the  debt." 

In  most  cases  the  bonds  of  the  European  nations  will  be 
held  by  the  people  of  those  nations  which  incurred  the  debts. 
Money  paid  in  taxes  will  be  received  back  again,  in  part,  in  the 
form  of  interest  on  the  bonds  which  the  people  who  paid  the 
taxes  themselves  possess,  through  having  subscribed  for  war 
loans.  Collection  of  taxes  from  the  people  and  return  of  the 
proceeds  in  bond  interest  will  not  of  itself  reduce  the  amount 
of  wealth  in  a  country.  Taxes  of  14  to  27  per  cent,  will  impose 
a  difficult  problem.  At  the  same  time,  in  cases  where  a  part 
of  those  taxes  will  be  returned  by  the  governments  to  the 
people  who  paid  them,  the  matter  will  be  simplified,  at  least 
to  a  degree.  And  it  is  by  offsets  to  apparently  unsolvable 
problems  that  progress  is  effected  in  all  things. 

Experience  has  shown  that  economy,  hard  work  and  growth 
of  human  efficiency,  coupled  with  marvelous  development  of 
the  earth's  resources,  counterbalanced  the  tax  burden  imposed 
by  other  wars.  In  considering  those  circumstances  which  will 
contribute  to  determine  the  future  welfare  of  the  nations,  the 
wonderful  ability  of  human  kind  to  rise  from  misfortune  must 
not  be  forgotten.  Heretofore  the  phenomenon  has  been  of 
recurring  experience  that  people  have  recovered  with  amazing 
rapidity  from  the  devastating  effects  of  war.  Witness  the 
people  of  Europe  after  1815;  the  people  of  the  United  States 
after  1865.   Holland,  early  in  the  seventeenth  century,  after  its 
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long-  and  exhausting  war  with  Spain,  forged  rapidly  forward 
as  a  world  power.  Germany,  in  the  same  century,  after  the 
Thirty  Years'  War  had  despoiled  its  land  and  laid  it  waste  as 
few  lands  ever  were  laid  waste  by  war,  grew  strong  and  went 
into  meteoric  ascendancy  among  the  nations  of  Europe. 

Great  as  this  war  has  been,  and  destructive  and  wasteful, 
may  it  not  develop,  as  heretofore,  that  economy,  science,  inven- 
tion, education,  industrial  organization  and  developments  in 
transportation  and  banking,  applied  with  stern  devotion,  will 
counterbalance  its  legacy,  and  permit  Europe  and  the  rest  of 
the  world  to  grow,  as  it  grew  in  the  past  ?  When  peace  returns 
it  may  be  found  that  debts  will  grow  rapidly  less  burdensome 
as  the  productive  powers  and  the  wealth  of  the  countries  in- 
crease. It  is  important  to  keep  clearly  in  mind  the  considera- 
tion that  the  concrete  losses  of  war  are  taking  place  now,  and 
that  drafts  are  being  made  on  the  future  insofar  as  credit  is 
being  used.  Future  products  of  industry  will  not  be  devoted 
to  this  war,  but  to  the  removal  of  its  burdens. 
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^  In  presenting  such  figures  and  thoughts  on  the  Euro- 
pean War  as  the  compass  o£  this  small  volume  would 
permit,  the  Mechanics  Sc  Metals  National  Bank  of  the 
City  of  New  York  trusts  that  it  has  provided  a  service- 
able reference  book  for  those  whose  interest  in  the  finan- 
cial significance  of  the  war  now  being  waged  in  Europe 
is  more  than  cursory. 

^  Tremendous  changes  have  been  wrought  by  that  war, 
not  least  among  them  being  the  change  in  the  economic 
position  of  our  own  United  States,  in  its  relation  to  the 
rest  of  the  world. 

^  For  the  period  of  the  war  at  least,  New  York  is  the  only 
unhampered  money  market  in  the  world.  Banking  opera- 
tions are  being  conducted  on  a  scale  that  is  larger  and 
wider  than  ever  seen  here  before. 

^  Keeping  pace  with  the  growing  demands  upon  the  bank- 
ing resources  of  the  nation,  the  Mechanics  &  Metals  Na- 
tional Bank  has  consistently  increased  its  facilities  and 
broadened  its  scope  of  operations,  and  invites  correspond- 
ence from  all  those  who  require  new  or  additional  bank- 
ing service  in  domestic  and  foreign  fields. 
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